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President Vicente Fox's administration is giving the sugar industry mixed signals, creating a new
program of direct assistance to rescue the industry while caving in to US pressure to eliminate a tax
on soft drinks manufactured with high-fructose corn syrup. The sugar-industry rescue program,
announced in late February, spells out the federal government's sugar policies for the remainder of
the Fox administration.

Sugar-rescue plan would create public-private export agency
One of the principal elements of the plan is the creation of a public-private cooperative to assume
sole responsibility for marketing and exporting Mexican sugar. The cooperative, known as the
Asociacion Nacional Cooperativa Exportadora, will be 53% owned by Mexican sugar processors and
47% by the federal government. The cooperative has already targeted exports of at least 650,000 MT
of sugar from the 2001-2002 harvest, primarily to the US.
The creation of the cooperative is just one of sixteen short- and medium-term measures to help
bring the sugar industry out of crisis. During the past several years, the Fox government and the
administration of former President Ernesto Zedillo were forced to intervene to avert a crisis in the
sugar market (see SourceMex, 2000-05-31, 2001-06-06 and 2001-09-05).
Agriculture Secretary Javier Usabiaga Arroyo said the new program will provide financing and
credits for producers to reduce the area planted in sugar cane, to improve the quality of crops to
boost sucrose content, and to store inventories. The program also aims to modernize the sugar
industry by providing funds to develop alternative uses for sugar, such as producing fuel and other
industrial products. "The primary goal is to return the sugar industry to a position of profitability,"
Usabiaga told reporters.
Still, efforts to boost Mexican exports remain the primary focus of the sugar industry. Some
estimates indicate that Mexico will have a surplus of 1.1 million MT of sugar from the 2001-2002
harvest, which means that 450,000 MT of sugar will either have to be exported to other markets
or placed in storage. "The government would have to export the entire 1.1 million MT to reduce
inventories sufficiently to bring supply and demand into equilibrium," said Sen. Gerardo Burganza
Salmeron, a member of Fox's center-right Partido Accion Nacional (PAN).

Sugar industry would like US to meet NAFTA commitments
The Mexican Congress and the sugar industry continue to pressure the Fox administration to
force the US to comply with its sugar-import commitment under the North American Free Trade
Agreement (NAFTA). Under the agreement, the US committed to acquire all surplus Mexican sugar,
beginning in October 2000.
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The original sugar clauses were replaced by a side letter that reduced the amount of sugar exports
to the US. So rather than taking all of Mexico's surplus in 2000, the US simply raised the quota of
Mexican sugar imports to 250,000 MT that year from the previous level of 25,000 MT (see SourceMex,
2000-05-31). Economy Secretary Luis Ernesto Derbez said the Fox administration is committed to
pushing for compliance with the original NAFTA sugar provision. "We will continue negotiations
to allow the whole surplus into the US market," Derbez said. "Mexico has the right to export all its
surplus sugar (to the US)."

Congress angered by Fox decision to suspend fructose tax
In its tax-reform package approved at the end of 2001, the Mexican Congress introduced a subtle
measure to help Mexican sugar producers by imposing a special tax (Impuesto Especial sobre
Produccion y Servicios, IEPS) on soft drinks manufactured with high-fructose corn syrup. This tax
was Mexico's latest effort to restrict imports of US corn syrup, which displaces sugar in the domestic
market, particularly in the manufacture of soft drinks (see SourceMex, 2002-01-09 and 2002-01-16).
In the past, Mexico has attempted to impose direct limits on imports of US corn syrup, but special
panels created under NAFTA and the World Trade Organization (WTO) ruled that those restrictions
violated free trade (see SourceMex, 1999-10-27, 2000-03-01, and 2001-08-15). In February of this year,
influential US Sen. Charles Grassley (R-IA) threatened retaliation against Mexico unless the tax was
removed or modified (see SourceMex, 2002-02-20). The Fox administration, seeking to avoid a trade
war with the US, has included the soft-drink tax among those proposed for elimination.
In early March, the administration suspended for seven months the IEPS on several items, including
soft drinks manufactured with corn syrup and some alcoholic products like tequila. The suspension
of the tax angered some legislators and created the possibility of a showdown between Fox and the
Mexican Congress. The former governing Partido Revolucionario Institucional (PRI) and the centerleft Partido de la Revolucion Democratica (PRD) immediately threatened to bring the matter before
the Supreme Court (Suprema Corte de Justicia de la Nacion, SCJN), saying the president may be
violating the Constitution by usurping the budgetary functions set aside for the Congress.
"This is a unilateral decision, and a questionable one, because it doesn't explain how this
government, in 15 months, has been unable to find a way to export more sugar," said PRI Sen. Fidel
Herrera Beltran. "If we didn't have the problem of corn-syrup imports, we wouldn't be stuck in this
terrible drama." Administration officials defended the suspension of the tax, saying the Mexican
government wanted to avoid a trade war with the US, which could end up restricting Mexican
exports of avocados, steel, apples, and other products to the US market. Furthermore, they said, the
seven-month suspension would allow the Fox administration some breathing room to negotiate
greater access for Mexican sugar to the US market.
But some legislators accused Fox of caving in too easily to US agribusiness companies like Archer
Daniels Midland (ADM) and Cargill. "The pressure to eliminate the tax did not come from domestic
manufacturers, but from US business interests," said Deputy Marti Batres, the PRD leader in the
Chamber of Deputies.

©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 2 of 3

LADB Article Id: 53170
ISSN: 1054-8890

Sugar-cane growers and the processing industry were more conciliatory, saying they would
be willing to accept the full elimination of the tax if the US agrees to meet its sugar- import
commitments under NAFTA. "We must not forget that this [possible trade] war is the result of the
US failure to comply with NAFTA," said Heladio Ramirez Lopez, president of the Confederacion
Nacional Campesina (CNC).
"The solution, therefore, is for the US to comply immediately with its obligations to take all of the
surplus Mexican sugar." Carlos Blackaller, president of the Union Nacional de Caneros (UNC),
said his organization endorses the seven-month suspension of the IEPS because it gives the
administration time to seek an opening of the US sugar market.
A spokesperson for the Camara Nacional de las Industrias Azucarera y Alcoholera (CNIAA), which
represents the sugar- processing industry, expressed similar sentiments. "It would be a serious
mistake for the administration to suspend the tax without first ensuring access for Mexican sugar at
the levels negotiated under NAFTA," said CNIAA legal expert Rodolfo Cruz Miramontes. (Sources:
Notimex, 02/26/02; The News, 02/27/02; Agencia de Noticias Proceso, 03/01/02, 03/04/02; Novedades,
02/28/02, 03/04/02, 03/05/02; Reuters, Dow Jones News Wires, 02/26/02, 03/05/02; Associated Press,
03/05/02; Milenio Diario, 02/27/02, 02/28/02, 03/06/02; El Universal, 02/27/02, 02/28/02, 03/04/02,
03/06/02; La Cronica de Hoy, Reforma, 02/27/02, 02/28/02, 03/05/02, 03/06/02; El Financiero, 02/27/02,
02/28/02, 03/06/02; La Jornada, 02/27/02, 03/06/02; The New York Times, 03/06/02)

-- End --
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